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Formalized Planning in Small Business: Increasing Strategic Choices 
by Marjorie A. Lyles, Jnga S. Baird, J. Burdeane Orris, and Donald F. Kuratko 
 
Research shows a rather consistent, positive relationship between the extent of planning 
activities and the performance of small businesses (Robinson and Pearce 1984). This relationship 
is found despite differing definitions of small businesses, ways of assessing formality of 
planning, and types of performance measures utilized. However, Robinson and Pearce (1984) 
called for increased study of the relationships among planning formality, strategy content, and 
firm performance, thereby encouraging a more complex view of strategic management 
processes and results in small firms. 
 
The primary purpose of this study is to examine the relationship between planning formality and 
three other elements-the process by which the strategic decisions are made, the content 
of small firm strategies, and firm performance. It is proposed that small firms which do more 
formal planning will also have a more comprehensive strategic decision process and adopt a 
wider variety of alternative strategies than will non-formal planners. This increased attention to 
the decision process and the consideration of more strategic options may be associated with 
higher levels of growth and profitability for the formal planners. 
 
MEASURING THE FORMALITY OF PLANNING PROCESSES 
In previous research dealing with the formality of planning in large businesses, the typical 
approach has been to: a) define the planning system elements; b) measure the formality of the 
elements; c) develop a formality scale; and d) categorize firms based on their scores on the 
formality scale. Formality has been measured by assessing such things as the degree of planning 
manual usage, the amount of emphasis on developing written plans, and/or the existence 
of specific schedules for formulating plans (Wood and LaForge 1981; Grinyer, AI-Bazzaz, and 
YasaiArdekani 1986; Rhyne 1986; Ramanujan and Venkatraman 1987; Fredrickson 1984). 
 
Previous research on small businesses has concentrated more on identifying broad, formalized, 
planning categories rather than on measuring differences in formality in terms of one- or two-
point differences on a planning formality scale. Bracker and Pearson (1986) identified eight 
planning components: objective setting; environmental analysis; strengths, weaknesses, 
opportunities, and threats (SWOT) analysis; strategy formulation; financial projections; 
functional budgets; operating performance measurement; and control procedures. Based on the 
presence of these components in small firm planning, they developed four levels of planning 
sophistication including structured strategic planning, structured operational planning, intuitive 
planning, and unstructured planning. Then they compared financial performance between 
structured (formal) strategic planners and the other groups. Similarly, Robinson and Pearce 
(1983) grouped small firms into broad planning categories based on the extent of written 
documentation and inclusion of various planning steps. 
 
 
This broader definition of planning formality is important in order to reflect the entrepreneurial 
thought processes and actions that permeate the small organization. The direct application to 
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smaller firms of planning formality measures developed in large, bureaucratic companies is 
inappropriate. Therefore, in this study, planning formality is conceptualized and measured 
in a manner relevant to small businesses so that the formal structuring of their long-term plans as 
well as the thoroughness of their planning system is captured. 
 
STRATEGIC DECISION PROCESS 
 
Fredrickson (1984, 1986) argues that planning formality does not represent what actually occurs 
during the strategic decision process. Following his argument, planning formality and the 
decision process utilized may be two separate constructs. It is possible to have a highly formal 
planning system that is not associated with comprehensiveness in the decision process. 
Therefore, while each of these constructs can be studied separately, the relationship 
between them may also be the focus of study. 
 
Several researchers have considered the relationship between formal planning and elements of 
the strategic decision process in large firms. Camillus (1975) suggested that formal planning 
systems enhance decision processes by encouraging creativity and new ways of thinking about 
the future. Ramanujan, Venkatraman, and Camillus (1986) found that a key effect of formal 
planning is that it alters specific elements of the overall strategic decision process. 
Thus, formal planning is often associated with the adoption of key steps in the decision process. 
 
The relationship between the formal planning system and the firm's decision process is 
particularly important to small businesses, where there may be little separation between the 
strategic thinking/decision making of the entrepreneur and the formal planning system. 
Small business owners apparently are sensitive to how formal planning can improve their 
decision process. Shuman, Shaw, and Sussman (1985) concluded that 72 percent of the Inc. 500 
CEOs believe planning leads to a better decision making process and better decisions. 
Naffziger and Kuratko (1991) found that 78 percent of the small business owners 
surveyed set formal goals for periods longer than one year while 92 percent set formal goals for 
shorter periods. These owners indicated a high degree of satisfaction with their strategic decision 
process. Robinson and Pearce (1984) determined that the formal planning process, not just the 
resulting plan, was recognized by small business managers as important to firm performance. 
These three articles lend support to the idea that small business owners believe formal planning 
enhances the decision process. 
 
However, Robinson and Pearce (1983) found that in small firms the formality of the planning 
process and the strategic decision process used were not related. The elements of the strategic 
decision process they examined include concern for each of the following: assessing risk 
through environmental scanning; formulating goals and targets to be achieved in the competitive 
environment; selecting distinctive competencies in order to gain a competitive advantage; 
determining authority relationships among the firm's departments; deploying financial and 
physical resources to carry out firm strategies; and monitoring and controlling implementation. 
Robinson and Pearce (1983) found that formal and non-formal planners follow basically the 
same strategic decision process differing only on one dimension-formal planners place more 
emphasis on formulating goals. 
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The first research question addressed in this project examines this relationship between the 
strategic decision-making process and the formality of planning in small firms. Despite Robinson 
and Pearce's (1983) findings that non-formal and formal planners placed similar levels of 
emphasis on each element of the decision process except goal formulation, it is felt that the 
preponderance of evidence from other studies (Shuman, Shaw, and Sussman 1985; Robinson and 
Pearce 1984; Naffziger and Kuratko 1991) supports a direct relationship between planning 
formality and amount of emphasis on each element of the decision process. Therefore, it is 
proposed here that significant differences exist between formal and non-formal planners in their 
emphasis on each of the six elements of the decision process studied by Robinson and Pearce 
(1983): 
 
Hypothesis 1: For small businesses, the degree oj emphasis placed on each,. dimension 
of the strategic decision-making process by formal planners will be significantly higher than that 
of non-formal planners. 
 
FORMAL PLANNING AND STRATEGY CONTENT 
Few studies have considered strategy content as a relevant variable in small firm planning 
research. Robinson and Pearce (1984) called for greater emphasis on the content of small 
business strategies. In 1988, they specifically addressed the content-process performance 
issue in an inter-industry sample of large manufacturers and found that the level of planning 
sophistication significantly moderated the content-performance relationship. However, the tie 
between formality of the planning process and content of firm strategies has not yet received 
much attention in studies of small firm planning. 
 
The relationship between formality of planning and the content of strategies is explored as the 
second research question. Since this relationship has rarely been tested, it is difficult to 
hypothesize the exact differences in strategy content. However, it is possible to propose 
that the formal planning process may lead small businesses to consider a wide range of both 
classic and innovative strategies as they rigorously scan the environment and evaluate a large 
number of strategic options identified by the process. 
 
Usual small business strategies for product and market development such as market penetration, 
entering new markets alone, developing new products on their own, and exporting (Chaganti, 
Chaganti, and Mahajan 1989) have as their focus a single firm outperforming rivals in the 
competitive marketplace. These competitive strategies are traditional recommendations for small 
businesses (Dilts and Prough 1989) and may be identified in a thorough planning process. 
However, cooperative strategies for product and market development and firm growth such as 
domestic alliances for market entry, foreign alliances for product development, and equity 
investment by partners are rarely adopted by small businesses (D'Souza and McDougall 
1989). Discovery and choice of these innovative options may result from thorough formal 
planning efforts in which traditional strategic assumptions are challenged (Mason and Mitroff 
1981) and creativity in thinking about the firm and its future is enhanced (Camillus 1975). 
 
It is proposed here that formal planners will emphasize both the traditional competitive strategic 
options and the cooperative strategic options more strongly than will non-formal planners. 
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It is suggested that this difference derives from a more thorough planning process that 
encourages consideration and study of a larger number of strategic options in the course of 
formal planning activities: 
 
Hypothesis 2: The degree of emphasis on competitive and cooperative strategic options by 
formal planners will be significantly higher than that of nonformal planners. 
 
STRATEGIC PLANNING EFFECTIVENESS 
Previous studies have attempted to determine the effect of the planning process on firm financial 
performance. These efforts have divided firms into those with formal planning systems and 
those without formal planning systems and related these to measures of financial performance 
(Fulmer and Rue 1974; Kudla 1980; Pearce, Freeman, and Robinson 1987; Wood and LaForge 
1979). These studies were based on the assumptions that formal planning leads to better financial 
performance and that the effectiveness of the planning process could be determined by looking at 
the financial returns of the firm. 
 
This theory has not been supported strongly by empirical testing. For both large and small firms 
the results have been mixed when planning formality has been related to financial performance 
(Wood and LaForge 1979, Kudla 1980). Consequently, researchers have taken a more contingent 
view toward the planning-performance relationship and have begun to control for firm size, 
industry environment, entrepreneurial/managerial characteristics, etc. (Grinyer, AI-Bazzaz, and 
Yasai-Ardekani 1986). However, the results regarding small firm planning and performance 
remain mixed. 
 
Robinson and Pearce (1983) found no significant performance differences between formal and 
non-formal small business planners. They concluded that planning formality is not necessary for 
good small firm performance in the banking industry because small firms appear to enhance their 
effectiveness by informal application of basic, strategic decision-making processes. In contrast, 
Bracker, Keats, and Pearson (1988) found that structured strategic planners among small firms in 
a growth industry outperformed all other types of planners on financial performance measures. 
 
The third research question, therefore, focuses on a re-examination of the performance effects of 
formalized planning on profitability and growth in sales. Contradictory results in previous 
research make the existence and the direction of the effect difficult to predict. However, based on 
the more recent work of Bracker, Keats, and Pearson (1988), it is expected that formal planners 
will outperform non-formal planners on profit and growth: 
 
Hypothesis 3: The return on equity, return on assets, and growth in sales of formal planners will 
exceed that of nonformal planners. 
 
METHODOLOGY 
 
Sample Selection 
 
Few studies have addressed the relationship among strategy content, planning formality, and 
strategic choice. Consequently, the exploratory nature of this study affected sample selection 
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parameters. In order to obtain a clear representation of the strategic choice and decision-making 
process in small firms, only independent businesses were chosen. To insure a common business 
and economic environment, the sample was chosen from a single geographic region. Therefore, 
the mediating effects of external factors such as taxes, labor costs, etc., were controlled. 
 
Since the research questions of this study dealt with the relationships between planning formality 
and the planning process, strategy content, and firm performance in small businesses, no 
restrictions were placed on the industry of the small businesses included in the sample. The 
larger sample size that resulted from this decision enabled more complex statistical tools to be 
employed (Robinson and Pearce 1988). However, the main basis for this choice was the belief 
that the decision and planning processes of small firms were more likely to be a function of the 
common nature of entrepreneurial firms (Mintzberg 1991) than the industry involved. Similarly, 
the strategies described were generic enough that they would be relevant choices across 
industries. 
 
The main effect of industry differences is likely to be on firm profitability. However, since the 
statistical tests that were performed showed that formal and non-formal planners were similarly 
distributed across industry groups, this effect should not come into play differentially in affecting 
performance. Also, firm profitability relative to the average profitability for each firm's industry 
was calculated and used in the statistical tests. 
 
Procedure 
Small business owners or managers were interviewed by students in a small business course 
using a structured interview format that resulted in a questionnaire being returned for each firm. 
The students were trained in the administration of the questionnaire. The owners were contacted 
by telephone and advised that the study was part of an ongoing university effort to study small 
businesses. They were then asked to participate and an interview time was established. 
Few of the owners contacted refused to be interviewed. Those who chose not to participate 
typically gave reasons such as they were too busy or they never participate in surveys. 
 
During the interview, a pretested, structured questionnaire was completed for each firm. A 
structured survey instrument was used to limit the variation among interviewers. More in-depth 
probes or open-ended questions would have been helpful to clarify motivations, opinions and 
thought processes. However, in this study, a structured approach was used to increase reliability 
and validity in responses obtained. 
 
Sample Composition 
Information was solicited from small businesses located in the Midwestern United States. The 
firms selected for the sample had been in business for at least four years, had fewer than 500 
employees, and had gross sales of $1 million or more. 
 
Usable questionnaires were returned on 188 firms: including 37 service firms with an average of 
76 employees and gross sales of $4.4 million in 1988; 22 construction firms with an average of 
38 employees and sales of $7.1 million in 1988; 53 retailers/distributors with an average of 44 
employees and $6.6 million in sales for 1988; 64 manufacturers, with an average of 87 
employees and $11.7 million in sales for 1988; and 12 firms in the agriculture, engineering, 
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restaurant, and other categories. They ranged in size from 5 to 500 employees with a mean of 35 
employees. Only 30 percent of the firms had more than 50 employees. 
 
The firms were an average of 22 years old. Thirty-two had been in business for 5-10 years, 47 for 
10-20 years, 35 for 20- 30 years, 22 for 30-40 years, 17 for 40-50 years, and 35 for 50-150 years. 
 
This industry, size, and age distribution is characteristic of the state's small business population, 
indicating nonresponse bias is minimal. Although managers of poorly performing firms may 
have been reluctant to be interviewed for the study, there is no indication of a non-response bias 
that would affect comparisons on planning formality, decision process, or strategy. 
 
Measures 
Planning formality. To operationalize planning sophistication, the question set designed by 
Robinson and Pearce (1983) and subsequently used by Bracker, Keats and Pearson (1988) was 
utilized. The questions were reworded slightly to adapt them to firms other than banks. Utilizing 
this approach allowed the measurement of planning formality to be consistent with previous 
studies of small and large businesses so the results could be compared. 
 
Three levels of planning sophistication are detailed in the Robinson and Pearce instrument. 
These include (1) no written plan covering at least three years into the future, (2) a written plan 
that includes objectives, strategies and resource requirements for at least three years into the 
future, and (3) a written plan that includes objectives, strategies, and resource requirements as 
well as control procedures and data regarding factors from outside the immediate firm 
environment for at least three years into the future. 
 
Those firms responding that they had no written strategic plan covering three years into the 
future were coded as nonformal planners (n = 117) and the others were classified as formal 
planners (n = 71). The non-formal planners may well have made strategic plans but had not 
committed to a formal process of developing a written, long-range plan. Of the formal planners, 
only 14 had a complete three-year written plan including all five elements while 57 had 
committed three elements of the plan to writing. The small number of companies with a 
complete written plan made statistical comparisons with the other groups difficult. Since 
committing three elements of a long-term plan to writing seems more similar to committing all 
five elements to writing than to having no long-term written plan, those with either 
level of written plans were classified as formal planners. 
 
Strategy options. Strategy options were enumerated in a question containing nine items. Three of 
the strategies such as "extending current products into new markets by yourself" were classified 
as competitive strategies. The remaining six items such as "domestic cooperative alliances to 
enter new markets" related to cooperative strategies. The respondents were asked to what extent 
they relied on the strategic option to ensure the continued success of their firm. This utilized a 
five-point Likert scale where 1 = little and 5 = great. 
 
Strategic decision processes/environmental scanning. The six dimensions of strategic decision 
making identified and utilized by Robinson and Pearce (1983) were used to characterize decision 
processes. Respondents were asked to indicate the degree of emphasis placed on each of six 
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process steps in their strategic decision making. Three additional items asked the respondents to 
identify the number of new competitors, the number of new foreign competitors, and the number 
of major environmental changes in the last five years. These items were used as measures of 
environmental awareness in the strategic decision process. 
 
Data Analysis 
The hypotheses were tested on each measure and item using a t-test that compared the mean 
responses between the groups of non-formal planners and formal planners. Return on assets 
1988, return on equity 1988, and sales growth rate (1987-1988) were also calculated and 
evaluated for the 67 firms who provided that data. 
 
Correlations among survey items are presented in tables 1A and lB. Means and standard 
deviations are presented in the relevant tables. To statistically control for industry, firm size, and 
age of formal and non-formal planners, analysis of variance was performed. 
 
RESULTS 
Differences between Formal Planners and Non-Formal Planners 
The two groups of formal planners and non-formal planners were evaluated to determine if they 
differed significantly in size. The results indicated that the formal planners had an average of 101 
employees, while the non-formal planners had an average of 47 employees (p = .001). The sales 
of the groups also showed a significant difference (p = .01) between the two groups with the 
average sales for formal planners being approximately $9 million and the average sales for non-
formal planners being approximately $6 million. The size by industry by planning formality 
analysis showed that only in the manufacturing and construction industries were formal planners 
significantly larger than non-formal planners. However, this difference did not appear in retailing 
and, service/distribution industries. There were no significant differences between the formal and 
non-formal planners on firm age. 
 
Strategic Decision-Making Process 
The results of testing Hypothesis 1 are shown in table 2. It was hypothesized that a small firm's 
decision process would be related to the formality of its planning. 
 
This hypothesis was supported on five of the six strategic decision-making dimensions. The 
formal planners placed significantly greater emphasis on formulating goals, selecting distinctive 
competencies, determining authority relationships, deploying resources, and monitoring 
implementation than did non-formal planners. These differences in decision process may be a 
function of the increased bureaucracy that accompanies larger size since formal planners 
were larger than non-formal planners in the manufacturing and construction industries. 
 
It is interesting to examine the mean score pattern of the two groups regarding the emphasis 
placed on each dimension of strategic decision-making. The formal planners emphasize 
formulating goals, deploying resources, and monitoring implementation the most, whereas 
the non-formal planners emphasize deploying resources and selecting distinctive 
competencies as the most important dimensions. 
 
The groups did not differ significantly in the emphasis that they place on environmental 
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scanning. Previous research suggests that small businesses engage in less formalized, more 
operational, and more personal planning than larger firms (Robinson, Logan, and Salem 1986) 
and that they utilize friends, family, and magazines to collect information (Smeltzer, 
Fann, and Nikolaisen 1988). The results of this study showed no differ- 
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ence in scanning based on size or planning formality. In order to test further the difference in 
environmental scanning, respondents were asked to identify the number of new competitors 
entering their market in the last five years and the number of major changes occurring in their 
industry in the last five years. No attempt was made to assess whether these environmental 
changes were perceived as opportunities or as threats. Table 3 shows that there were no 
significant differences in the two groups' perception of these environmental changes. 
 
Strategy Options 
Table 4 shows the results of testing the differences between the formal and non-formal planners 
on the importance of various strategic options to their success. There were significant differences 
on seven of the choices with the formal planners placing higher reliance on both cooperative and 
competitive strategies to ensure their continued success. On the cooperative strategies, formal 
planners placed significantly greater emphasis than non-formal planners on the following 
strategies: domestic and foreign cooperative alliances to enter new markets, foreign cooperative 
alliances to develop new products, and equity investment by a domestic or foreign firm. 
 
If the scores for each group on each option are ranked, it is found that both groups ranked the 
strategies in a similar fashion. Extending current products into new markets by themselves was 
ranked as the strategy that both groups relied on the most and second was the strategy of 
developing new products by themselves. The least important strategies for both groups were the 
strategies of foreign cooperative alliances to develop new products and equity investment 
by foreign firms. This conforms with Chaganti, Chaganti, and Mahajan (1989) who suggest that 
altering product scope is one of the most profitable strategies 
for small businesses. 
 
Since the rankings of the strategic options are about the same, but significant differences exist in 
the amount of emphasis placed on most options by formal and non-formal planners, the 
conclusion is drawn that formal planners emphasize a wider variety of strategies than do the 
non-formal planners. They view a large number of cooperative and competitive strategies as 
instrumental to their success. 
 
 
 
Financial Performance 
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The formal and non-formal planners showed no significant differences on performance measures 
of return on equity or return on assets. However when the growth rate of sales was considered, 
there was a significant difference (p = .05) with the formal planners showing a mean growth rate 
of 1. 77 where the non-formal planners had a rate of 0.75. The results support the findings of 
Robinson and Pearce (1983) which showed no significant difference in financial performance of 
planners vs. non-formal planners. However, the planners' growth rate in sales was twice that 
of the non-formal planners, despite the fact that the age of the groups did not differ significantly. 
 
DISCUSSION 
The results of this study indicate that there are significant differences between formal planners 
and non-formal planners in their emphasis on dimensions of strategic decision-making as well as 
in the range of strategic choices made. This lends further support to the premise that it is the 
process of planning, not only the plan, that is important 
 
 
in evaluating the outcomes of strategic planning (Bracker and Pearson 1986). 
 
It appears that small businesses which adopt a more formal planning process will place greater 
emphasis on improving the quality of the strategic decision-making process. Although 
environmental scanning may be done adequately without reliance on a formal planning process, 
the elements of goal formulation, developing distinctive competencies, determining authority 
relationships, deploying resources, and monitoring implementation receive more effective 
attention when small businesses engage in formal planning. In addition, the small business owner 
develops a more complete knowledge of the strategic management issues facing the firm. 
 
Another outcome of formalized planning by the small businesses surveyed was that a wider 
range' of strategies was viewed as important to formal planners' success. This could indicate that 
as a result of the formal planning process, small firms consider and adopt more strategies. For 
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example, formal planners voiced a greater interest than nonformal planners in cooperative 
strategies, a set of strategies not frequently adopted by small firms (D'Souza and McDougall 
1989). Thus, performance of small firms may be positively affected if the planning process 
enhances the type of strategic options they consider. 
 
While this study supports the finding of Robinson and Pearce (1983) that there is no significant 
difference in terms of return on equity and return on assets between small firms with formal and 
nonformal planning, it did demonstrate significant differences between the two groups on growth 
rate of sales. Since firms by definition were older than four years, and formal and non-formal 
planners were approximately the same age, age differences did not seem to be responsible 
for growth rate differences. 
 
These findings, similar to Bracker and Pearson's results (1986), indicate that the rate of growth, 
not the rate of return, may be the important variable in assessing the financial impact of planning. 
 
Data collection through a structured interview limited the depth of information received. 
Additional probing in areas such as environmental scanning and the formality of short-term 
planning efforts would enrich future studies. Another limitation was the lack of financial 
information that was not provided by as many firms or over as long a time period as might have 
been desired. Also, this was a sample crossing many industry subgroups. While it was possible to 
group the respondents' companies into broad industry types (e.g., manufacturing, retailing, etc.), 
it was not possible to control for narrower industry-specific effects. Studying the relationship 
between planning formality and strategic choice within industries would be an interesting 
extension of this study. Further research on the relationship between strategy content, strategy 
process, and performance of small firms within a common industry would allow specific 
consideration of the broad based, general findings of this project. 
 
This study advances the research on planning for small businesses by developing our 
understanding of the benefits formal planning provides in the management of the firm. Further, it 
indicates that as small business owners adopt more formal planning processes, there is a 
significant increase in the thoroughness of their decision process, the breadth of strategic options 
emphasized in their business activity, and their overall performance as measured by growth 
in sales. Thus, small business owners may realize a competitive advantage through the use of 
formal planning procedures to enhance their strategic management process. 
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